Consumer instalment credit by anonymous
EXPANSION of consumer instalment credit
has continued this year, but at a slower rate
than in 1956 and by less than half the rec-
ord amount in 1955. Outstanding credit
increased $2 billion in the period January-
October 1957 and provided a steady stream
of funds for consumer spending. Growth
in consumer instalment credit has been a
factor in the total demand for credit that un-
til recently has brought pressure on the lim-
ited supply of funds in the credit markets.
New borrowings by consumers on instal-
ment contracts have risen since mid-195 6,
following some decline from the high
reached in the third quarter of 1955, and
this autumn were at a seasonally adjusted
rate of nearly $3.6 billion a month. Repay-
ments on contracts have grown steadily and
recently averaged $3.4 billion a month.
All types of instalment credit, after ad-
justment for seasonal factors, have risen
further in 1957. Automobile credit and
personal loans have increased more than in
1956 and, taken together, have accounted
for most of this year's growth in instalment
credit outstanding. Expansion of credit to
finance consumer goods other than automo-
biles and for repair and modernization of
houses has been much less this year than it
was in 1956.
ECONOMIC ENVIRONMENT
Actively competitive conditions in consumer
durable goods markets, some lengthening of
average maturities on contracts, and the will-
ingness and ability of consumers to use in-
stalment credit have all contributed to the
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• Figure for October only.
NOTE.—Quarterly averages of seasonally adjusted monthly
data. Figures for 1955-57 are based on revised consumer credit
estimates published on pp. 1400-1403 and 1420-1422 of this
BULLETIN.
further growth of instalment credit during
1957. The effects of these forces for ex-
pansion were tempered by a leveling off
in demand for durable goods, by the rising
level of repayments on outstanding obliga-
tions, and by the higher costs and greater
difficulty encountered by lenders in obtain-
ing funds.
In the automobile and household durable
goods markets, competitive pressures to sell
have continued to extend the use of instal-
ment credit. While lenders for the most
part have resisted pressure for further gen-
eral easing of instalment terms or standards,
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the proportion of contracts written with
maximum maturities has increased, notably
on new automobile credits.
At the same time, greater difficulties in
maintaining collection norms have possibly
made lenders more cautious in granting
new credits. More collection effort has
been required this year to hold delinquen-
cies down. Repossessions of collateral have
risen, particularly on new car contracts.
The used car market, however, has been suf-
ficiently strong to absorb the repossessed
cars without serious loss to lenders.
Instalment credit lenders seeking new
funds encountered strong competition in
obtaining funds, both short- and long-term,
in credit markets where aggregate demands
pressed against limited supplies. Lenders
who obtained funds paid interest at rates
higher than a year earlier. The less ready
availability and higher costs of funds lim-
ited extensions of instalment credit.
Expansion of consumer income during
the greater part of the year and relatively
high levels of employment contributed to
the willingness and ability of consumers to
take on more instalment obligations. Dis-
posable personal income, that is, income
after tax and other payments to govern-
ments, in the first 10 months of 1957 was 5
per cent above the same period of 1956.
Consumer purchasing power rose little,
however, since further increase in prices
largely offset the effect of growth in money
income. Nevertheless, consumers viewed
their financial positions and prospects favor-
ably. Surveys conducted at the beginning
and the middle of the year indicated that a
large majority of consumers felt that their
financial positions were as good as they had
been a year earlier, and perhaps better.
Recent developments may modify con-
sumers' attitudes and outlook. Personal in-
come has receded from the peak reached
in August. Employment and hours of work
have declined, and unemployment has risen
more than seasonally.
The high level of repayments on existing
instalment obligations has limited to some
extent the ability of consumers to incur new
debts. Since World War II outstanding in-
stalment debt has increased at an average
rate of about $2.5 billion a year, and at the
end of October 1957 it amounted to $33.5
billion. Monthly repayments on instalment
debts currently amount to more than 13 per
cent of disposable personal income as com-






NOTE.—Ratio of instalment credit repayments to Department
of Commerce estimates of disposable personal income, both
series seasonally adjusted.
pared with a prewar high of 10 per cent. It
is estimated that in early 1957 more than
half of all families were making payments on
instalment debts and that such payments
frequently amounted to more than 20 per
cent of their incomes.
On balance, consumers have improved
their financial positions relatively more in
1957 than in 1956. A smaller increase in
instalment debt this year than in 1956 has
been accompanied by a smaller increase in
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residential mortgage debt and by a sharp
rise in net acquisition of financial assets.
The total of individuals' holdings of time
deposits at banks and of securities increased
much more in the first three quarters of this
year than in the corresponding period of
1956, despite a reduction in holdings of
United States savings bonds.
AUTOMOBILE CREDIT
The number of new automobiles sold in the
first 10 months of 1957 exceeded the total
sold in the same period of 1956, but the
number, and therefore the proportion, sold
on credit was smaller.
Although fewer people bought new cars
on credit, both absolutely and relatively,
the dollar volume of automobile credit ex-
tended rose in 1957. This reflected a mod-
erately larger number of used cars bought
on credit and an increase in the average
amount of instalment contract for both new
and used cars. New car contracts written
during recent months have amounted, on the
average, to about $2,600, compared with
$2,400 in 1956 and $2,250 in 1955. Used
car contracts currently average about $ 1,100
—$100 more than in 1956 and $200 above
1955.











Higher prices paid for new automobiles
and larger finance and insurance charges
contributed to the increase in size of new
car contracts this year. List prices for most
1957 models were above prices of compara-
ble models a year earlier and the upward
trend in purchases of expensive extras
continued. Larger finance and insurance
charges were associated in part with longer
term contracts and in part with higher rates
on consumer instalment credit charged by
many banks and finance companies.
Extensions of automobile credit in the
first 10 months of the year were relatively
stable at a seasonally adjusted rate of nearly
$1.4 billion a month. This was above the
1956 average but slightly below the post-
war high in the third quarter of 1955. Re-
payments on automobile contracts increased
gradually but remained $50 to $125 mil-
lion a month below extensions. Outstand-
ing auto credit, accordingly, increased by
about $900 million during the first 10
months of 1957 and accounted for nearly
one-half of the rise in total instalment credit.
There is no evidence of any marked eas-
ing of the maximum maturity terms avail-
able for automobile credits after 1955,
when the 36-month maturity on new car
contracts became fairly well established.
More general use of this maturity since
then, however, has lengthened the average
maturity on contracts. It is estimated that
about one-half of all new car contracts
written in recent months have carried this
long maturity.
In 1955, downpayment requirements
also eased markedly and a sizable propor-
tion of new car contracts were written for
amounts in excess of the wholesale value
(that is, the dealer's cost price) of the car
purchased. As a reaction to the excesses
of 1955, some lenders tightened their col-
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lateral requirements in 1956, and the pro-
portion of contracts written for amounts
that exceeded the wholesale value of the col-
lateral declined. The situation apparently
stabilized in mid-1956, although a substan-
tial number of such contracts are still being
written.
Standard maturity and downpayment
terms on used cars changed little during
1957. However, the proportion of con-
tracts with long maturities apparently in-
creased slightly.
PERSONAL LOANS
Personal instalment loans increased 12 per
cent in the first 10 months of 1957, a greater
relative increase than for any other type of
instalment credit. As the chart on the fol-
lowing page shows, the dollar increase was
almost as large as that in automobile credit.
These loans are used sometimes for the pur-
chase of consumer durable goods, and their
growth in 1957 may have been associated
with the larger number of cars sold for cash.
Available information on the purpose of
personal loans for past periods, however,
PERSONAL LOANS OUTSTANDING
AS PESCENTAGE OF DI5POSABLS PERSONAL INCOME
'53
NOTE.—Ratio of outstanding personal loans at end of year to
Department of Commerce estimates of disposable personal in-
come during the year. Figure for 1957 is partly estimated.
suggests that they are obtained most fre-
quently to consolidate debts or to finance
expenditures for medical services, vacations,
and education.
Personal instalment loans have grown
steadily since World War II. From 1950,
when such loans regained their prewar im-
portance in relation to income, to this Octo-
ber, personal loans outstanding increased
from $2.8 billion to $7.7 billion, and from
1.4 per cent to 2.5 per cent of disposable
personal income.
Consumer finance companies specialize in
personal cash loans and hold slightly more
than a third of the total. Commercial banks
are next in importance, followed by credit
unions and other personal finance com-
panies. The distribution of holdings by
types of lenders has changed little this year,
but over a longer period the share held by
credit unions has increased slightly while
the commercial bank and consumer finance
company shares have declined fractionally.
Credit unions now hold about 15 per cent
of all personal loans as compared with 12
per cent in 1951.
Single-payment loans are used in much
the same way as personal instalment loans,
but have risen much less rapidly over post-
war years. The amount outstanding at the
end of October was about $3.4 billion, 7
per cent above a year earlier.
GOODS OTHER THAN AUTOMOBILES
Instalment credit for the purchase of goods
other than automobiles has increased much
less in 1957 than in 1956. Consumers have
spent more this year, but a greater propor-
tion of their outlays has been for non-
durable goods and services, which usually
are not purchased on instalment.
During the past two years extensions of
other consumer goods credit have followed
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INCREASES IN INSTALMENT CREDIT




NOTE.—Seasonally adjusted changes in outstanding credit.
the general pattern of sales of household dur-
able goods. Dollar sales of household dur-
able goods during the first 10 months of this
year were about the same as during the
corresponding period of last year while ex-
tensions of other consumer goods credit
showed a slight increase. Repayments in-
creased somewhat more than extensions
with the result that outstanding credit in-
creased about $200 million in the first 10
months of 1957. This compares with an
increase of $700 million in the correspond-
ing period of 1956.
Revolving credit and similar plans have
continued to grow in importance. The Na-
tional Retail Dry Goods Association recently
reported that about 80 per cent of the
larger department stores have such plans in
operation as compared with about 40 per
cent in 1950.
In these plans the customer is given a
line of credit against which he can make
purchases without receiving a separate
credit clearance for each purchase. Repay-
ments are made either at a fixed monthly
rate or according to a predetermined sched-
ule that varies with the outstanding balance.
Many stores have raised interest rates on
these accounts and now charge 1-1 Vi per
cent a month on the unpaid balance. De-
spite growing use of this form of credit, it
still accounts for less than 10 per cent of
instalment credit for other goods.
REPAIR AND MODERNIZATION LOANS
Outstanding loans for repair and moderni-
zation of residential housing increased $90
million in the first 10 months of this year
compared with $170 million in the same
period of 1956. Repayments rose further,
while extensions continued at about the 1956
rate.
More than half of these loans are insured
by the Federal Housing Administration and
the remainder are made under a variety of
bank and finance company plans. Commer-
cial banks hold about 80 per cent of all
repair and modernization loans.
Average maturities on repair and mod-
ernization loans have increased somewhat
this year, in part as a result of legislation
enacted in 1956 lengthening the maximum
maturities on such loans insured by the Fed-
eral Housing Administration by two years,
to five years and 32 days.
INSTALMENT LENDERS
A large proportion of instalment credit con-
tracts originate as sales are made by retail
stores and auto dealers, but most of this
paper is sold by retailers to banks or sales
finance companies. In 1945 and before
World War II, retailers held about 30 per
cent of all instalment paper. By early 1956,
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the proportion had declined to 15 per cent
and currently it is about 13 per cent. This
trend resulted in part from the establish-
ment by large retail and manufacturing con-
cerns of finance company subsidiaries to
provide specialized financing for their re-
tail sales.
Among financial institutions the distribu-
tion of total instalment credit has changed
little in the past two years. A slight in-
crease in the share held by consumer finance
companies and credit unions reflects in
large part the growing importance of per-
sonal loans.
The cost of obtaining funds for consumer
lending has risen further. The rate for
directly placed finance company paper with
maturities of three-six months increased
from 3% per cent to 3% per cent between
May and September of this year, and then
declined beginning in November. Rates on
four-six month paper of smaller sales fi-
nance companies placed through dealers
reached a high above 4 per cent during the
year. Costs of bank loans and longer term
debt also increased.
Demand for funds by consumer lenders
has added to general pressure on available
supplies in credit markets. Total require-
ments of finance companies were consider-
ably larger in the first 10 months of 1957
than a year earlier, in part as a result of the
need for funds for their nonconsumer lend-
ing operations, primarily wholesale financ-
ing of automobile inventories.
These financing needs were met through
both long- and short-term borrowing. Long-
term financing of sales finance and consumer
finance companies amounted to about $800
million in the first nine months of 1957
compared with $1 billion in the similar
period of 1956. Their short-term obliga-
tions—bank loans and commercial paper
—increased in the first 10 months of this
year in contrast to a contraction during the
same period of last year.
Instalment lenders reported more diffi-
culty with collections in the first 10 months
of this year than in 1956. Repossessions
increased, especially of new automobiles.
This resulted more from borrowers who
were overextended than from borrowers
who had experienced a reduction in income.
Collection problems may have increased
further in recent weeks as a result of more
general declines in income and employ-
ment. Consumers in the aggregate, how-
ever, improved their financial positions
relatively more this year than last as a re-
sult of a larger accumulation of financial
assets and a smaller increase in consumer
instalment and mortgage debt, and most
instalment borrowers continued to meet
their repayment schedules promptly.
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